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IS A PANIC LIKELY? 

BY B. G. FORBES 



BANKERS hold cautious, almost pessimistic views con- 
cerning the business outlook. 

Industrial leaders, with few exceptions, are distinctly 
optimistic. 

There is, of course, only one set of facts ; but the facts are 
viewed differently by different minds. Since we are all 
influenced by our environment, and since the things which 
are nearest us loom largest in our perspective, the bankers 
turn their eyes and their minds chiefly to the monetary, the 
financial aspect of the general situation, whereas the manu- 
facturer, the exporter and importer, the merchant, the 
wholesale distributor, looks at and considers chiefly the facts 
and conditions immediately surrounding his activities. 
Therefore, it is perhaps not illogical that there are today two 
schools of opinion as to the general outlook for trade. 

Let us first analyze very briefly the facts and factors 
which are moving the banking community to act conserva- 
tively and to fortify themselves against possible emer- 
gencies. 

Throughout the war the Federal Reserve Banks' re- 
serves were maintained comfortably above the prescribed 40 
per cent, of gold against note issues and 35 per cent, against 
net deposits. But instead of the strain upon the banks re- 
laxing when peace came, it had become so acute fifteen 
months after the signing of the Armistice that the New York 
Federal Reserve Bank, the keystone of the whole structure, 
reported a deficit in its gold reserve in the latter part of 
February. This sent a shiver through the whole financial 
world, for in this country we have made of bank reserves a 
sort of fetich ; indeed, our attitude is suggestive of the old- 
time regulation in Germany, that there must always be left 
one cab on each public cab stand, no matter how dire an 
emergency might arise for the use of that cab. The Bank of 
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England regards reserves as something to be used when 
special need arises for them, and its principle and practice 
have always been to use its reserves most freely when the 
most serious need arose. That unquestionably is the states- 
manlike conception of the utility of reserves, just as it is the 
military conception of soldier reserves. 

In their alarm over the banking situation, bankers, par- 
ticularly those in Wall Street, called in loans on such a scale 
that interest rates for day-to-day loans rose to such heights 
as the f ramers and advocates of the Federal Reserve System 
had confidently believed had passed forever with the passing 
of our old, anachronistic currency system. Rates for sixty- 
day, ninety-day and six-months' loans also advanced sub- 
stantially, and there were many complaints that adequate 
funds could not be obtained either on Stock Exchange col- 
lateral or for commercial purposes. Advances in discount 
rates by the Federal institutions aggravated the uneasiness 
among the bankers and irifluenced them to stiffen their ac- 
tion. Nervousness was intensified, also, by the failure of 
such measures to bring down the total borrowings at the 
banks week after week. Events emphasized that abnormal 
speculation had not been confined to Wall Street, but was 
rampant in other fields of industry, including foodstuffs, 
real estate, building materials, leather, raw silk, cotton, 
etc. 

The cautious course adopted by financial interests has 
been influenced, also, by the demoralization of the interna- 
tional exchanges this year. A collapse in sterling to $3.18 
early in the year, accompanied by worse breaks in francs and 
other continental exchange, was interpreted by responsible 
bankers as extremely ominous. Material recoveries did 
not wholly abolish misgivings over the prospects in 
Europe. 

Despite the continuance of tremendously heavy exports 
coincident with the demoralization in the European ex- 
changes, bankers felt certain that a drastic drop in our 
foreign trade was inevitable, and they were not at all sure 
that this would not bring on hurried and perhaps excited 
curtailment of business activities and sharp price declines 
here. 

The exportation of gold from the United States at the 
rate of $2,000,000 a day r while welcomed in certain quarters 
as tending to stimulate deflation, was not without effect upon 
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the ability of the banks to cope with borrowers' demands and 
upon the falling percentage of gold reserves held by the 
Federal Reserve institutions. 

On top of all this, stocks and bonds were falling, some- 
times alarmingly. Not only did overboomed industrial 
shares fall 20, 30, SO points and sometimes more, as com- 
pared with their maximum quotations last year, but even the 
highest grades of railroad stocks, seasoned corporate bonds 
of unquestioned safety, and Liberty Bonds, crumpled to un- 
precedentedly low levels. This phase of recent develop- 
ments played such a part in unsettling sentiment, and is of 
such fundamental importance in analyzing the general out- 
look, that it will be useful to show the extent of the readjust- 
ment in security prices : 

HOW STOCKS AND BONDS HAVE DECLINED 

Stocks 

High, Recent 

1919 Low Decline 

Amer. Internat. Corp 132% 87 45% 

Amer. Locomotive !1 7}i 82 35 % 

Amer. Tobacco 3HJ4 225 89^ 

Amer. Woolen *i65J4 115 $0% 

Baldwin Locomotive I54ji 103J4 $°H 

Bethlehem Steel "B" 112 84% 27% 

Crucible Steel 261 191 70 

Famous Players 123 65^6 57^$ 

Fisher Body 173 100^2 72^2, 

General Motors 4o6>4 228J4 178 

Keystone Tire & Rubber 126^4 24% 101% 

Pierre Lorillard 245 150 95 

Mexican Petroleum 264 161 }4 102J4 

Middle States Oil 71^ 30 41 Y\ 

New York Dock 70% 30 40% 

Pan. Amer. Petroleum 140% 71% 68j^ 

Pierce Arrow 99 48^ 5oJ4 

Republic Iron & Steel 145 86 59 

Sinclair Consolidated 64^ 35 29^ 

Studebaker 151 8ij4 69% 

Texas Co 345 166J6 178% 

Transcontinental Oil 62^ 20 42$^ 

United Retail Stores "9/4 64 55J4 

U. S. Industrial Alcohol 167 77% 89^ 

U. S. Rubber 139^ 91% 48 

U. S. Steel ii5>4 93 22J4 

♦1920. 

vol. ccxi.— no. 773. 33 
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Bonds 

U. S. Liberty 3^£s 101.00 94 7.00 

U. S. Liberty 1st 4s 96.00 89.20 6.80 

U. S. Liberty 4th 4j4s 95.72 89.72 6.00 

Amer. Agr. Chem. deb. 5s 111^2 93 i8}4 

Amer. Tel. & Tel. Col. tr. 5s 94 80 14 

Atch. T. & San. Fe gen 4s 85^ 74% n}i 

Baltimore & Ohio ref. Ss 82^ 55J4 27 

B'klyn Rap. Tran. 7s 84^ 39 r 45^ 

Ches. & Ohio cvt. 5s : 91^ 75^6 i6y 2 

Erie prior lien 4s 70% 49J4 21 

Interb. Rap. Tran. ref 5s 75^2 43J^ 32 

Lackawanna Steel 5s, 1950 107 86 21 

Union Pacific 1st 4s 89^ 79/4 *oj4 

Western Maryland 4s 63 47 % 15% 

From these figures it will be seen that Wall Street has 
already carried out rather drastic housecleaning. While no 
mortal can ever foretell what the stock market may do a day, 
a week or a month hence, the declines here recorded make 
clear that at least a very large part of the journey from the 
dizzy heights of war-time inflation to solid ground has been 
already covered. Indeed, it would scarcely be an exaggera- 
tion to say that Wall Street has brought quotations down to 
a panic basis without accompanying the movement with the 
excitement and sensationalism which customarily accom- 
pany panics. 

As much cannot be said, however, of the business situa- 
tion. Generally speaking, prices are still at or near their 
maximum heights, the boom in demand continues unabated, 
wages still tend upward rather than downward (as the 
recent 10 per cent, increase announced by the United States 
Steel Corporation reflects), and the majority of business 
men, instead of sharing the somber views of the bankers, 
confidently look for floodtide activity for a long time to 
come. 

" Business is good and getting better every day," was the 
emphatic declaration of Charles M. Schwab at the begin- 
ning of March. Referring to events in the financial district, 
he remarked: " Panicky phases will manifest themselves, 
especially in the readjustment and reconstruction periods, 
but I am an optimist, and am sure the business of the coun- 
try is being readjusted with common sense and on an efficient 
basis." Mr. Schwab sees no menace in the continuance of 
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war-time prices. Nor is he disturbed over the mental state 
of labor. 

Most other men immersed in industrial activities express 
views similar to those enunciated by Mr. Schwab. Among 
the developments they cite as justifying their conviction that 
the boom in business will not be punctured but will, rather, 
expand, are the following: 

The backbone of the country, our agricultural popula- 
tion, is prosperous as never before, and (they contend) bad 
industrial, commercial or mercantile times never come 
when the buying power of the nation's farmers is unusually 
strong. 

Labor is enjoying unparalleled wages and continues to 
manifest an insatiable appetite for luxuries and semi- 
luxuries as well as necessaries. 

Labor agitation reached its peak during the abortive 
strike of steel workers, and along with abatement in unrest 
has come an improvement in efficiency, production and 
discipline, so that one of the worst bugbears of the whole 
national situation is in process of elimination. 

The protracted railroad muddle has finally been cleared 
up and a law placed on the statute books which, although far 
from ideal from the point of view either of capital or labor, 
nevertheless promises to insure a moderate living wage to 
well-managed, reasonably-capitalized roads. Indeed, in the 
best-informed circles there are strong expectations that the 
new law will work out more favorably than is popularly 
expected, especially as it is assumed that the Interstate Com- 
merce Commissioners have profited by their past mistakes 
of repression and strangulation and will henceforth regard 
themselves as protectors of the nation's transportation facili- 
ties quite as much as the protectors of shippers. 

Industries catering to the building trades point out that 
there has been a grave dearth of construction during the last 
five years and that a building boom of incalculable propor- 
tions is assured for the next year or two. 

Emphasis is laid upon the extraordinary shortage of 
railway locomotives, freight cars and passenger cars, the 
virtual famine in steel rails, the imperative need for exten- 
sive improvements and expansions, and the general failure 
of our vast transportation system to keep abreast of the 
growth of the country's population, resources and produc- 
tion during the period of the World War. 
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The whole world is bare of merchandise, and foreign 
countries will find some means, business optimists declare, 
of financing enormous purchases of raw materials, ma- 
chinery, tools and manufactured goods which they can find 
in no other part of the globe. 

The phenomenal stimulus imparted to shipbuilding in 
this country by the war; the vast but healthy expansion in 
our oil industry; the upbuilding of the dye and chemical 
industries; the amazing increase in home and foreign de- 
mands for passenger automobiles, motor trucks, tractors and 
other agricultural machinery ; the inception of a return flow 
of immigrants from Europe ; the rise of our " banking 
power " to $45,000,000,000, as proudly recorded by Comp- 
troller of the Currency Williams; the decline in national 
expenditures month after month; the prospect of lighter 
taxation burdens upon individual and corporate income and 
profits; the indisputable swing away from radicalism 
by the rank and file of the people, and the increasing 
confidence that a more businesslike administration will 
be elected in the fall — all these and a hundred other 
facts, influences, developments, promises and prospects are 
cheerfully enumerated and enlarged upon by the majority of 
business men, who finish up by scornfully asking, " In face 
of such conditions, how can anyone look for anything savor- 
ing of recession or depression?" 

I have tried to set down the arguments of both sides, the 
bankers who have been hoisting red signals and the business 
men who see nothing but clear tracks ahead. My own view 
is that the bankers have been well advised to apply the 
brakes carefully and gradually, so as not to derail the indus- 
trial train which was going at too rapid a rate. If monetary 
trouble can be avoided, if the Federal Reserve Board as well 
as the bankers keep their heads, if our leading national and 
international bankers can devise some sensible, well-secured 
arrangement to extend at least moderate credits to Europe 
so as to insure prevention of wholesale disaster there, then 
it may be possible to keep industry and business in general 
moving along briskly, yet smoothly and successfully. 

B. C. Forbes. 



